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to have begun its affiliation with P and P1
on the date it joined the M group. Con-
sequently, §1.1502-15 applies to S separately
to the extent its built-in loss is recognized
within the recognition period.

Example 2. Post-overlap acquisition of assets.
(i) Individual A owns all of the stock of P,
the common parent of a consolidated group.
B, an individual unrelated to Individual A,
owns all of the stock of T. T has two depre-
ciable assets. Asset 1 has an unrealized built-
in loss of $25 (basis $75, value $50), and asset
2 has an unrealized built-in gain of $20 (basis
$30, value $50). During Year 3, P buys all of
the stock of T from Individual B. On January
1, Year 4, P contributes $80 cash and Indi-
vidual A contributes asset 3, a depreciable
asset, with a net unrealized built-in loss of
$45 (basis $65, value $20), in exchange for T
stock in a transaction that is described in
section 351.

(ii) P’s acquisition of T results in T becom-
ing a member of the P group (the SRLY
event) and also results in an ownership
change of T, within the meaning of section
382(g), that gives rise to a limitation under
section 382(a) (the section 382 event).

(iii) Because the SRLY event and the
change date of the section 382 event occur on
the same date, there is an overlap of the ap-
plication of the SRLY rules and the applica-
tion of section 382. Consequently, under
paragraph (g) of this section, the limitation
under paragraph (a) of this section does not
apply to T’s net unrealized built-in loss when
it joined the P group.

(iv) Individual A’s Year 4 contribution of a
depreciable asset occurred after T was a
member of the P group. Assuming that the
amount of the net unrealized built-in loss ex-
ceeds the threshold requirement of section
382(h)(3)(B), the sale of asset 3 within the rec-
ognition period is subject to the SRLY limi-
tation of paragraphs (a) and (b)(2)(ii) of this
section.

Example 3. Overlap rule. (i) Individual A
owns all of the stock of P, the common par-
ent of a consolidated group. B, an individual
unrelated to Individual A, owns all of the
stock of T. T has two depreciable assets.
Asset 1 has an unrealized loss of $565 (basis
$75, value $20), and asset 2 has an unrealized
gain of $30 (basis $30, value $60). On February
28 of Year 2, P purchases 55% of T from Indi-
vidual B. On June 30, of Year 2, P purchases
an additional 35% of T from Individual B.

(ii) The February 28 purchase of 556% of T is
a section 382 event because it results in an
ownership change of T that gives rise to a
section 382(a) limitation. The June 30 pur-
chase of 35% of T results in T becoming a
member of the P group and is therefore a
SRLY event.

(iii) Because the SRLY event occurred
within six months of the change date of the
section 382 event, there is an overlap of the
application of the SRLY rules and the appli-
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cation of section 382, and paragraph (a) of
this section does not apply. Therefore, the
SRLY limitation does not apply to any of
the $565 loss in asset 1 recognized by T after
T joined the P group. See §1.1502-94 for rules
relating to the application of section 382
with respect to T’s $25 unrealized built-in
loss.

Example 4. Overlap rule-Fluctuation in value.
(i) The facts are the same as in Example 3, ex-
cept that by June 30, of Year 2, asset 1 had
declined in value by a further $10. Thus asset
1 had an unrealized loss of $65 (basis $75,
value $10), and asset 2 had an unrealized gain
of $30 (basis $30, value $60).

(ii) Because paragraph (a) of this section
does not apply, the further decrease in asset
I’s value is disregarded. Consequently, the
results are the same as in Example 3.

(h) Effective date—(1) In general. This
section generally applies to built-in
losses recognized in taxable years for
which the due date (without exten-
sions) of the consolidated return is
after June 25, 1999. However—

(i) In the event that paragraphs (f)(1)
and (g)(1) of this section do not apply
to a particular built-in loss in the cur-
rent group, then solely for purposes of
applying paragraph (a) of this section
to determine a limitation with respect
to that built-in loss and with respect to
which the SRLY register (consolidated
taxable income determined by ref-
erence to only the member’s (or sub-
group’s) items of income, gain, deduc-
tion, or loss) began in a taxable year
for which the due date of the return
was on or before June 25, 1999, para-
graph (c)(3) of this section shall not
apply; and

(ii) For purposes of paragraph (g) of
this section, only an ownership change
to which section 382(a) as amended by
the Tax Reform Act of 1986 applies
shall constitute a section 382 event.

(2) Prior periods. For certain taxable
years ending on or before June 25, 1999,
see §1.1502-15T in effect prior to June
25, 1999, as contained in 26 CFR part 1
revised April 1, 1999, as applicable.

[T.D. 8823, 64 FR 36101, July 2, 1999; 64 FR
41784, Aug. 2, 1999, as amended by T.D. 9048,
68 FR 12290, Mar. 14, 2003; T.D. 9187, 70 FR
10326, Mar. 3, 2005; T.D. 9254, 71 FR 13018, Mar.
14, 2006; T.D. 9424, 73 FR 53986, Sept. 17, 2008]

§1.1502-16 Mine exploration expendi-
tures.

(a) Section 617—(1) In general. If the

aggregate amount of the expenditures
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to which section 617(a) applies, paid or
incurred with respect to mines or de-
posits located outside the TUnited
States (as defined in section 638 and
the regulations thereunder), does not
exceed:

(i) $400,000 minus

(ii) All amounts deducted or deferred
during the taxable year and all pre-
ceding taxable years under section 617
or section 615 of the Internal Revenue
Code of 1954 and section 23(ff) of the In-
ternal Revenue Code of 1939 by corpora-
tions which are members of the group
during the taxable year (and individ-
uals or corporations which have trans-
ferred any mineral property to any
such member within the meaning of
section 617(g)(2)(B)) for taxable years
ending after December 31, 1950 and
prior to the taxable year, then the de-
duction under section 617 with respect
to such foreign expenditures and para-
graph (c) of §1.1502-12 for each member
shall be no greater than an allocable
portion of such amount hereinafter re-
ferred to as the ‘‘consolidated foreign
exploration limitation.”” Such allocable
portion shall be determined under sub-
paragraph (2) of this paragraph. If the
amount of such expenditures exceeds
the consolidated foreign exploration
limitation, no deduction shall be al-
lowed with respect to such excess.

(2) Allocable portion of limitation. A
member’s allocable portion of the con-
solidated foreign exploration limita-
tion for a consolidated return year
shall be:

(i) The amount allocated by the com-
mon parent pursuant to an allocation
plan adopted by the consolidated
group, but in no event shall a member
be allocated more than the amount it
could have deducted had it filed a sepa-
rate return. Such allocation plan must
include a statement which also con-
tains the total foreign exploration ex-
penditures of each member which could
have been deducted under section 617 if
the member had filed a separate re-
turn. Such plan must be attached to a
consolidated return filed on or before
the due date of such return (including
extensions of time), and may not be
changed after such date, or

(ii) If no plan is filed in accordance
with subdivision (i) of this subpara-
graph, then the portion of the consoli-
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dated foreign exploration limitation al-
locable to each member incurring such
expenditures is an amount equal to
such limitation multiplied by a frac-
tion, the numerator of which is the
amount of foreign exploration expendi-
tures which could have been deducted
under section 617 by such member had
it filed a separate return and the de-
nominator of which is the aggregate of
such amounts for all members of the
group.

(b) Section 615—(1) In general. If the
aggregate amount of the expenditures,
to which section 615(a) applies, which
are paid or incurred by the members of
the group during any consolidated re-
turn year exceeds the lesser of:

(i) $100,000, or

(ii) $400,000 minus all such expendi-
tures deducted (or deferred) by corpora-
tions which are members of the group
during the taxable year (and individ-
uals or corporations which have trans-
ferred any mineral property to any
such member within the meaning of
section 615(c)(2)(B)) for taxable years
ending after December 31, 1950, and
prior to the taxable year, then the de-
duction (or amount deferrable) under
section 615 and paragraph (c) of §1.1502—
12 for each member shall be no greater
than an allocable portion of such lesser
amount, hereinafter referred to as the
‘“‘consolidated exploration limitation.
Such allocable portion shall be deter-
mined under subparagraph (2) of this
paragraph.

(2) Allocable portion of limitation. A
member’s allocable portion of the con-
solidated exploration limitation for a
consolidated return year shall be:

(i) The amount allocated by the com-
mon parent pursuant to an allocation
plan adopted by the consolidated
group, but in no event shall a member
be allocated more than the amount it
could have deducted (or deferred) had
it filed a separate return. Such alloca-
tion plan must include a statement
which also contains the total explo-
ration expenditures of each member for
the taxable year, and the expenditures
of each member which could have been
deducted (or deferred) under section 615
if the member had filed a separate re-
turn. Such plan must be attached to a
consolidated return filed on or before
the due date of such return (including
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extensions of time), and may not be
changed after such date, or

(ii) If no plan is filed in accordance
with subdivision (i) of this subpara-
graph, then the portion of the consoli-
dated exploration limitation allocable
to each member incurring such expend-
itures is an amount equal to such limi-
tation multiplied by a fraction, the nu-
merator of which is the amount which
could have been deducted (or deferred)
under section 615 by such member had
it filed a separate return and the de-
nominator of which is the aggregate of
such amounts for all members of the
group.

(c) Examples. The provisions of this
section may be illustrated by the fol-
lowing examples:

Example 1. Corporation X and its wholly
owned subsidiaries, corporations Y and Z,
file a consolidated return for the calendar
year 1971. None of the corporations have in-
curred exploration expenditures described in
section 617 in previous years. During 1971, X
incurred foreign exploration expenditures of
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$30,000, Y of $20,000, and Z of $40,000. The
amount of foreign exploration expenditures
deductible under section 617 for purposes of
computing separate taxable income under
§1.1502-12 will be the amount actually ex-
pended by each corporation.

Example 2. Assume the same facts as in ex-
ample (1) except that prior to 1971, X, Y, and
Z had deducted (or deferred) under section
615 and 617 a total of $300,000 of exploration
expenditures. During 1971, with respect to de-
posits located outside the United States X
incurred exploration expenditures of $25,000,
Y of $75,000, and Z of $125,000. The consoli-
dated exploration limitation under para-
graph (a) of this section with respect to the
foreign deposits (there is no limitation with
respect to the domestic expenditures) is
$100,000. X may allocate the $100,000 in any
manner among the three members, except
that X may not be allocated more than
$25,000 nor Y more than $75,000, the amount
actually expended by X and Y and which
they could have deducted had they each filed
a separate return. If the allocation is not
made in accordance with paragraph (a)(2)(d)
of this section, the $100,000 limitation will be
allocated under paragraph (a)(2)(ii) of this
section as follows:

. . . R Allocable
Corporation Expenditure Fraction Limitation portion
25,000
X ... $25000 ——— x  $100,000 = $12,500
200,000
75,000
Y ... $75,000 ——  x  $100,000 = $37,500
200,000
100,000
Z ... $125,000 ———  x  $100,000 = $50,000
200,000

The denominator of $200,000 was calculated
as follows:

X=$25,000

Y=$75,000

Z=$100,000 (maximum amount allowed if
filed separately)

Total $200,000.

Example 3. Assume the same facts as in ex-
ample (2) and that on January 1, 1971, X ac-
quired all of the stock of corporation T
which prior to its taxable year beginning
January 1, 1971, had previously deducted (or
deferred) $310,000 of exploration expendi-
tures. Assume further that in 1971 X incurred
$25,000 of foreign exploration expenditures, Y
$50,000, T $50,000, and Z none. A consolidated
return is filed for 1971. None of the expendi-
tures may be deducted under section 617
since the consolidated exploration limitation
is zero. The limitation is zero since the ag-
gregate amount of previously deducted (or
deferred) exploration expenditures by the
members of the group exceeds $400,000. (The
total of such expenditures is $410,000, of

which $310,000 is attributable to T and, as-
suming the allocation of the limitation in
example (2) is made under paragraph (a)(2)(ii)
of this section, $12,500 is attributable to X,
$37,500 to Y, and $50,000 to Z.

Example 4. Assume the same facts as in ex-
ample (3) except that on December 31, 1971, X
sold all of the stock in Z to an unrelated
party. The consolidated exploration limita-
tion for 1972 will be $40,000, computed by sub-
tracting from $400,000, the aggregate amount
of previously deducted (or deferred) explo-
ration expenditures incurred by the members
of the group prior to 1972. (The total of such
expenditures is $360,000, of which $12,500 is at-
tributable to X, $37,500 to Y and $310,000 to
T.) Amounts previously deducted (or de-
ferred) by Z are not taken into account since
it was not a member of the group at any
time during 1972. Amounts previously de-
ducted (or deferred) by Z shall be taken into
account by it for subsequent separate return
years.

[T.D. 7192, 37 FR 12949, June 30, 1972]
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